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A. REGISTRANT IDENTIFICATION

ll NAME OF BROKER-DEALER:

Horace Mann Investors, Inc.
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I, Kimberly A. Johnson, swear (or affirm) that, to the best of my knowledge and belief the
accompanying financial statements and supporting schedules pertaining to the firm of Horace Mann
Investors, Ine. as of December 31, 2008, are true and correct. I further swear (or affirm) that neither
the company nor any partner, proprietor, principal officer or director has any proprietary interest in
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any account classified solely as that of a customer, except as follows:
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This report ** contains (check all applicable boxes):

Facing Page

Statement of Financial Condition
Statement of Income

Statement of Cash Flows

Statement of Changes in Stockholder's Equity of Partners' or Sole Proprietor's
Capital
Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirement Pursuant to Rule 15¢3-3

Information Relating to the Possession or Control Requirements Under Rule
15¢3-3
A Reconciliation, including appropriate explanation, of the computation of Net

Capital Under Rule 15¢3-1 and the Computation for Determination of the
Reserve Requirements Under Exhibit A Rule 15¢3-3

Schedule of Segregation Requirements and Funds in Segregation Pursuant to
Commodity Exchange Act

A Reconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation

An Oath or Affirmation

A Copy of the S1PC Supplemental Report

A Report describing any material inadequacies found to exist or found to have
existed since the date of the previous audit
Independent auditor report on Internal accounting control.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3)
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KPMG LLP

4200 Wells Fargo Center
a0 South Seventh Street
Minneapolis, MN 55402

Independent Auditors’ Report

The Board of Directors
Horace Mann Investors, Inc:

We have audited the accompanying statement of financial condition of Horace Mann Investors, Inc. (the
Company} as of December 31, 2008, and the related statements of income, changes in stockholder’s
equity, and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing the audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2008, and the results of its operations and its cash
flows for the year then ended in conformity with U.S. generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I, 1T and 111 is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by
Rule 17a-5 under the Securities Exchange Act of 1934, Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

KPMe P

Chicago, Illinois
February 13, 2009

KPMG LLF, a U.S. imited hability partnershp, is the LS.
member firm of KPMG International, & Swiss cooperative.



HORACE MANN INVESTORS, INC.
Statement of Financial Condition

December 31, 2008

Assets
Cash and cash equivalents
Special reserve bank account for exclusive benefit of customers
Securities not readily marketable, at cost
Distribution fees receivable
Receivable from affiliated companies
Federal income tax recoverable from Parent

Total assets
Liabilities and Stockholder’s Equity
Liabilities:
Payable to affiliated companies
Total habilities

Stackholder’s equity:

Common stock, $1 par value. Authorized, issued, and outstanding 5,000 shares
Additional paid-in capital
Retained earnings

Total stockholder’s equity

Total liabilities and stockholder’s equity

See accompanying notes to financial statcments.

602,292
258,442
296.612

29,555
314,595

1,501,496

133,617

133,617

5,000
110,000
1,252,879

1,367,879

1,501,496




II HORACE MANN INVESTORS, INC.
Statement of Income
‘I Year ended December 31, 2008
’I Revenue:
Commissions on the sale of variable annuities 3 -5.478 911
| Commissions on the sale of variable hife products 978,542
|I Commussions on the sale of mutual funds 363,315
Administrative service fees from alhiliate 25,000
| Distribution fees 1,727,844
|| Interest income 25,063
Realized losses (39,161)
! Total revenue 8,560,114
i
Expenses:
Commussions on the sale of variable annuities 5,475.873
Commissions on the sale of variable life products 940,118
Commissions on the sale of mutual funds 260,982
. Salaries and other pavroll expenses 757.009
Regulalory fees and expenses 367,243
Other expenses 395,749
Total expenses 8,202,976
Income before income tax expense 357,138
Income tax expense 125,416
Net income $ 231,722

See accompanying notes to financial statements.
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HORACE MANN INVESTORS, INC.

Statement of Changes in Stockholder’s Equity

Year ended December 51. 2008

Additional Total
Common paid-in Retained stoekholder’s

stock capital earnings equity
Balance at December 31,2007 3 5,000 110,000 1,021,157 1,136,157
Net income - - 231,722 231,722
Balance at December 31, 2008 S 5,000 110,000 1,252,879 1,567,879

See accompanying notes to financial statemenis.



HORACE MANN INVESTORS, INC.
Statement of Cash Flows

Year ended December 31, 2008

Cash flows from operating activities:
Net income

Adjustments 1o reconcite net income 1o net cash used in operating activities:

Increase in distribution fees receivable

Increase in Federal income tax recoverable

Decrease in commission income receivable

Increase in payables to affiliated companies, net
Net cash used in operating activities

Cash flows from investing activities:
Change in classification {rom cash and cash equivalents to securities
not readily marketable
Net cash used in investing activities

Decrease m cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Sce accompanying notes to financial statements.

$

231,722

(118.980)

(200,584)
6,737
71,567

(9,538)

(258,442)

(258,442)

(267.980)
870,272

602,292
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HORACE MANN INVESTORS, INC.
Notes (o Financial Statements
December 31, 2008
Description of Business

Horace Mann Investors, Inc. (Investors) is registered as a broker-dealer under the Securities Exchange Act
of 1934 to engage in the sale of variable products and mutual funds. Investors is a member of Financial
Industry Regulatory Authority (FINRA) and Securities Investors Protection Corp. (SIPC) and is a wholly
owned subsidiary of Horace Mann Educators Corporation (Parent).

Investors serves as a distributor of Horace Mann Life Insurance Company’s (HMLIC, affiliated company)
variable annuity contracts, Ameritas Variable Life [nsurance Company’s variable universal Tife contracts,
Plan Member Services mutual funds, and American Funds mutual funds and 529 plans through registered
representatives of Investors. Sincc Investors receives the majority of commission revenue from the
distribution of HMLIC’s contracts, it is dependent on the ongoing operations of HMLIC.

In February 2008, FINRA approved a change in business operations to include common remitter services.
This change increascd Investors required net capital to $250,000 and eliminated the Rule 15¢3-3
exemption. lnvestors carries no margin accounts and does not otherwise hold funds or securities for
customers. Investors has not executed any customer securities transactions during the year.

Significant Accounting Policies

{ar) Use of Estimates
The preparation of financial stalements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and revenue and expenses during the
period. Actual results could differ from those ¢stimates.

{b) Sales Charges and Conunissions
Investors receives commission revenues from its unalfiliated partner products at the time of sale

of these contracts. Subsequently, [nvestors pays a commission expense to Horace Mann Service
Corporation (HMSC), an employer service affiliate of HMLIC and Investors, in accordance with
existing distribution agreements among the companies. Fees and commissions are calculated
from standard load and breakpoint tables published by the various investment companies.
Commission expense is calculated based on contracts with its registered representatives.
Commissions and fees as well as the related commission expenses are recognized on a trade date
basis.

Investors receives monthly distribution payments of 12b-1 fees from SEI Investments
Distribution Company, the distributor for the Wilshire Variable Insurance Trust. These
distribution payments are recagnized monthly based on the net asset value of the funds.

{c) Cash and Cash Equivalents
Cash and cash equivalents are comprised of cash and money market demand accounts.
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HORACE MANN INVESTORS, INC.
Notes to Financial Statements
December 31, 2008

{d) Comprehensive Income
The Company currently has no differences between comprehensive income as defined by
Statement of Financial Accounting Standards No. 130, Reporting Comprehensive ncome, and its
net income as presented in the Statement of Income.

(e) Federal Income Taxes
Investors is included in the Parent’s consolidated federal income tax return. In accordance with
the tax-sharing agreement, its income lax expense or benefit is generally computed as if
Investors was filing a separaic federal income tax return. Federal income tax balances
recoverable or payable are due from or to the Parent.

Deferred tax assets and liabilities are recognized for all future tax consequences attributable to
“temporary differences” between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date,

) Fair Value Measurements
Effective January 1, 2008, the Company adopted SFAS No. 157, which provides a framework
for measuring lair value in accordance with GAAP. FASB Staff Position No. FAS 157-2 defers
the effective datc of SFAS No. 157 for one year for nonfinancial assets and nonfinancial
liabilities that are not disclosed at fair value in the financial statements on a recurring basis.

Fair value is defined as the exchange price that would be received for an asset or paid to transfer
a liability (an cxit price) in the principal or most advantageous market for the asset or liability in
an orderly transaction between market participants on the measurement date. SFAS No. 157 also
establishes a fair value hierarchy, which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs when measuring fair value. Adoption of
SFAS No. 157 had no financial impact on the company.

The carrying amount of the assets and liabilities approximate fair value. The fair value of the
financial assets were measured using quoted market prices in active markets (Level 1 inputs).

Special Reserve Bank Account for the Exclusive Benefit of Customers

[n 2008, lnvestors began providing common remitter services. Common remitter funds are deposited into
the special reserve bank account for the exclusive benefit of customers and are remitted to the selling
broker dealer by noon the following day. No common remitier funds were held at December 31, 2008.
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HORACE MANN INVESTORS, INC.
Noles to Financial Statements
December 31, 2008
Securities Not Readily Marketable

Securities not readily marketable represent an investment in The Reserve Primary Fund (Fund). a money
market fund which suspended redemptions in September 2008. The investment was valued at the last
available net asset value resulting in an impairment of $39,161. The security was reclassified from cash
and cash equivalents and is carried at cost. The Fund has been making redemptions under a plan of
liquidation and distribution of assets subject to the supervision of the Securities and Exchange
Commission.

Transactions with Related Parties

Investors has common management and shares office facilities with the Parent and other subsidiaries, and
is a party to several intercompany service agreements. Under these agreements, Investors paid $1,518,073
for the management, administrative, data processing, and utilization of personnel in 2008. Intercompany
balances are settled monthly. Investors receives service fees for certain administrative services performed
for the Parent and other affiliated companies. The terins of the service contracts are determined by
management and may be modified annually.

In 2008, Investors earned $25.000 in administrative services fees from an affiliate.

Income Taxes

Federal income tax payments of $326,000 were made to the Parent during 2008.

The federal income tax assets were as follows:

2008
Current asset $297.172
Deferred asset 17,423
Total federal income tax assel $314,595

The “temporary differences” that give rise (o the deferred tax balances at December 31, 2008 were as -
follows:

Deferred tax assets

Impaired securities ¥ 13,706

Pension and employee benefits 3.816

Total gross deferred tax assets $ 17,522
Deferred tax liabilities:

Fixed assets 99

Total gross deferred tax labilities 99

Net deferred tax asset $17,423

Based on the Company’s historical earnings, future expectations of adjusted taxable income, as well as
reversing gross deferred tax liabilities, the Company believes it is more likely than not that gross deferred
tax assets will be fully realized and that a valuation allowance with respect to the realization of the total
gross deferred tax assets is not necessary.



(7)

HORACE MANN INVESTORS, INC.
Notes 1o Financial Statements
December 31, 2008

The components of income tax expense (benefit) were as follows:

Current $139.056
Deferred : {13.640)
Total income tax expense 3125416

Income tax expense differed from the expected tax computed by applying the federal corporate rate of 35%
to mcome before income taxes as follows:

Expected federal tax on income $124,998
Add {deduct) tax effects of:
Allocated operational expenses 625
Provision to return adjustments (207)
Total income tax expense $125416

During the year, the Internal Revenue Service (IRS) completed their audit of federal income tax returns for
the 2002, 2004, 2005 and 2006 tax years with no material changes affecting the Company. As a result all
tax vears prior to 2007 are considered closed. The Company’s federal income tax return for 2007 is still
open and subject to examination by all major taxing authorities.

The Company records liabilities for uncertain tax filing positions in accordance with FASB Interpretation
(“FIN”) No. 48, “Accounting for Uncertainty in Income Taxes - an Interpretation of FASB Statement No.
1097, where it is more-likely-than-not that the position will be sustainable upon audit by taxing authorities
and reflects management’s assessment of the amounts that are probable of being sustained. These
liabilities are reevaluated routinely and are adjusted appropriately based upon changes in facts or law. The
Company has no unrecognized tax benefits from uncertain tax filing positions.

The Company classifies all interest and penalties as income tax expense. As of December 31, 2008, the
Company has recorded $0 in Habilities for tax related interest and penalties on its Statement of Financial
Condition.

Employee Pension and Postretirement Benefits

All of Investors personnel are employees of HMSC. Salaries, pension and related benefits are allocated by
HMSC to Investors for these services. Employees participate, to the extent they meet the minimum
eligibility requirements, in various benefit plans sponsored by the Parent.

After completing the first yvear of employment, all employees participate in a defined contribution plan.
Under this plan, the Parent makes contributions to each participant’s account based on eligible
compensation and years of service.

In addition, all employees of HMSC participate in a 401(k) plan. Beginning Januvary 1, 2002, The Parent
automatically contributes 3% of eligible compensation to each employee’s account, which is 100% vested
at the time of the contribution. Employees may voluntarily contribute up to 20% of their eligible
compensation into their account.
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HORACE MANN INVESTORS, INC.
Notes to Financial Suatements
December 31, 2008

Effective April 1. 2002, participants stopped accruing benefits under the defined benefit and supplemental
defined benefits sponsored by the Parent. but continue to retain the benefits they had accrued to date.
Amounts earned under the defined benefit and supplemental defined benefit plans have been based on
years of service and the highest 36 consecutive months of earmings while under the plan.

Net Capital Requirement .

Investors, as a broker-dealer, is subject to the SEC’s net capital requirements. Those requirements prohibit
a broker-dealer from engaging in any securities transaction at a time when (a) its “aggregate indebtedness™
exceeds 15 times its “net capital,” as those terins are defined in Rule 15¢3-1; or (b) its net capital is less
than the minimum required. At December 31, 2008, Investors® net capital and required net capital were
$678,111 and $250,000, respectively, and its ratio of aggregate indebtedness to net capital was .20 to I.



Sehedule |
HORACE MANN INVESTORS, INC,
Computation ol Net Capnal Pursuant to Rule 13¢3-3

December 31, 2008

Computation of net capital
Total stockholder’s equity from statement of Yinancial

condition qualitied for net capitat 3 1.367.879

Total nonallow able ussets:
Eistribution tees receivable
Receivables from attihiated companes
Haircut on securities
Federal income tax recoverable trom Parent

Net capital

Compulation of aggregate indebtedness — sccrued expenses

Net capital requirement (greater of 6,67% of aggregate indebtedness or $250,000)

Excess net capital at |1,.500% (net capital less net capital reguirement)
p P j

Excess net capital at |, 000% {net capita) less 10% of aggregate mdehtedness)

Ratio ol aggregute mdebtedness to net capitul

Note:  There are na material ditferences between the computation presented above und the computation
of net eapital under Rule 15¢3-1 as of December 31, 2008 filed by Investors in its Ferm X-17A-5
on January 27, 2009

See accompanying independent auditers’ report.

(296.612}
(29.333)
{49.006)

(314.593)

(689.768)

678111

133617

250.000

428111

664749

Wiol




Schedule I1
HORACE MANN INVESTORS, INC.

Computation for Determination of Reserve Requirements Pursuant 1o Rule 15¢3-3

December 31, 2008

Credit balances

Free credit balances and other credit balances in customers' security accounts

Monies borrowed collateralized by securities carried for the accounts of customers

Monies payable against customers' securities loaned

Customers' securities failed to receive

Credit balances in firm accounts that are attributable to principal sales to customers

Market value of stock dividends, stock splits, and similar distributions receivable outstanding
over thirty calendar days

Market value of short security count differences over thirty calendar days old

Market value of short securities and credits (not to be offset by "longs" or by debits) in all
suspense accounts over thirty calendar days

Market value of securities of securities that are in transfer in excess of forty calendar days
and have not been confirmed to be in transfer by the transfer agent or the issuer

Total credit items

Debits balances

Debit balances in customers' cash and margin accounts excluding unsecured accounts and
accounts doubtful of coilection net of deductions pursuant to Rule 15¢3-3

Securilies borrowed to effectuate short sales by customers and securitics borrowed to make
delivery on customers' securities failed to deliver

Failed to deliver of customers' securities not older than 30 calendar days (including debit balances
to continuous net settlement accounts)

Margin required and on deposit with the options clearing corporation for all option contract written
or purchased in customers accounts

Other

Gross debits

Less 3 percent charge

Total debit items

Reserve computation

Excess of total debits over total credits

Required deposit

Note: There are no material differences between the computation presented above and the computation
for determination of reserve requirements as of December 31, 2008 filed by Investors in its X-17A-5

on January 27,2009,
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Schedule HI
HORACE MANN INVESTORS.INC.
Information Relatng to Possession or Contrel Requirements Pursuant o Rute 15¢3-3

December 31,2008

Customers' fully paid and excess margin securities not n the

respondent's possession or contral as ol the report dule (for which

instructions to reduce 10 possession or contrel had been issued as

ot the report date but for which the required action was not taken

by respondent within the time frames specified under Rute 13¢3-3). $

A.  Number ot items

Customers' fully paid securilies and excess margin securities {or

which instructions Lo reduce 10 possession or control had not been

issued as of the report date, excluding ilems arising from

"temporary lags which resull from nonmal business eperations”

as permitted under Rule 13¢3-3, $

A.  Number ot items



KPMG LLP

4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5(g)(1)

The Board of Directors
Horace Mann Investors, Inc.:

In planning and performing our audit of the financial statements of Horace Mann Investors, Inc. (the
Company), as of and for the year ended December 31, 2008 in accordance with auditing standards
generally accepted in the United States of America, we considered the Company’s internal control over
financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including consideration of control
activities for safeguarding securities. This study included tests of compliance with such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate débits) and net capital
under 17a-3(2)(11) and the reserve required by Rule 15¢3-3(e)

2. Making quarterly securities examinations, counts, verifications, and comparisons and recordation
of differences required by rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

4. Obtaining and maintaining physical possession or contro! of all fully paid and excess margin
securities and customers as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls,
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

KPMG LLP, a U.S. limited liability partnership, is the U.5.
membaer firm of KPMG Intemationzl, 8 Swiss cocperative,



Because of inherent limitations in internal control and the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A defictency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misstatements on a timely basis. A significant deficiency is a deficiency, or combination of
deficiencies, that is less severe than a material weakness, yet important enough to merit attention by those
charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatement of the entity’s financial statements will not be
prevented, or detected and corrected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for safeguarding
securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicatc a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2008, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their

regulation of registered brokers and dealers, and is not intended to be and should not be used by anyone
other than these specified parties.

KPMme LIP

Chicago, [llinois
February 13, 2009

END




